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MEETING MINUTES

The Governor’s Energy Policy Task Force meeting was called to order by Co-chairs David Hurd
and Lee Clancey at 10:00 a.m. on Friday August 10, at the lowa Utilities Board, 350 Maple Street,

Des Moines, lowa.
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Lee Clancey:

George VanDamme, Howard Shapiro, Don Wiley, David Hurd and myself met in Cedar Rapids
last week to try to come up with a format for each one of the subcommittee reports, what we
wanted them to end up looking like. What | did was send you the Transmission Subcommittee
we put into the format we are looking for with all the other subcommittee reports. We did not
change the substance of that report, but we changed the way it looked. When we put them into
the report to the Governor, they will all look the same. As we go through the Supply
subcommittee report, keep in mind that we have some sort of a format to follow for these
recommendations.

Lana Ross:

So on the Energy Efficiency/Demand subcommittee report; the Energy Policy Perspectives
heading will be called Background. Then the Energy Policy Recommendations with Regard to
Efficiency and Demand heading will be called Proposals and General Conclusions.

David Hurd:

Yes. This is an effort at following the meeting in Cedar Rapids. | sent this to Lee, Howard,
George and Don. | haven't had any reaction yet. If this looks like it is somewhere in the ballpark,
| will pass it along. It is essentially like what we have here with a few additions to it.

Lee Clancey:

| did send out the changes on the Energy Efficiency/Demand Subcommittee Report. | only sent it
out last night so if you did not get it copied there are copies available here. It has a Revised
7/31/01 date on the title.

Are there any questions regarding the work that has been done in between the last meeting?

Lisa Davis-Cook:
Is this NGA Committee Recommends Adoption of Energy Policy at Annual Meeting document
something we need to talk about?

Joan Conrad:
That was from the National Governor's Association. The press release on the front | thought
would be of interest because Governor Vilsack was quoted in the press release.

David Hurd:

On the Supply Subcommittee Report, much of that report was incorporated into the opening
statement that we went over in detail and approved a couple of meetings ago. There are a few
points within the Supply Subcommittee Report policy suggestions that have not been specifically
dealt with.

The first point is in the Opening Statement document, so it does not need discussion.

The second point is not in the Opening Statement document. Is everyone comfortable with this
second point?

Howard Shapiro:



Electricity is available through grids. There are more regional opportunities to generate electricity
and transmit a reasonable difference that | am not sure that it is in our best interest to say the
only thing we should do is generate enough electricity in lowa.

David Hurd:
That is not what it says. It says, in general, to generate within lowa. The comment is about that
we have to actively cooperate in regional use.

Howard Shapiro:

| think the in_general is not clear enough. Maybe we should combine that with another statement.
If we make a statement like this, it seems to me we are implying that we think the best thing to do
is to generate everything we need within lowa. In many ways that may be true. But, a plant
across the river in lllinois that would serve lowa would still be in our interest.

David Hurd:

George VanDamme and | talked about this. A point George made certainly had an impact on me.
When relying on another state to deliver power to lowa and that state gets into a power shortage,
there is the possibility that the home states needs may be priority over the other state’s needs.
Can we rely on that power in order to meet our needs if a situation like that develops?

George VanDamme:

That is probably illegal and it may violate interstate commerce, but you will have to have the
courts sort it out. That could turn into a lengthy legal battle. There could be shortages. The
other thing gets into the transmission aspect. This spring we learned our presumption in thinking
that we had a very robust tie from lllinois into lowa turned out to be untrue.

Howard Shapiro:
This point suggests that what we should do is make sure that we have generation capability in
lowa. Whereas, maybe the answer to that is we should have a better tie to lllinois.

George VanDamme:

lowa can influence generation in lowa, which happened in House File 577. Both the legislature
and the Governor mandated that we are going to build generation in lowa. We are not interested
in looking at merchant plants. The other thing is, you end up with two states and the federal
government putting in transmission lines. Not something that we shouldn’t try and influence and
we need to do regardless. Under normal circumstances | would say that lllinois looks like it has
adequate capacity for survival, but from the recent history the capacity is there but the
transmission lines are not. lowa cannot rectify that by itself.

Lee Clancey:
| need to back-up and clarify something. Are the points we are going over right now
recommendations or background to recommendations?

George VanDamme:
| think they were recommendations.

Lee Clancey:
What is the recommendation?



Lisa Davis-Cook:
| did not differentiate between background and recommendations.

Lana Ross:
Would you say this point is recommending that we generate enough energy in lowa...

Lee Clancey:

What is the recommendation? The policy is, we are going to do that. What is the specific
recommendation that gets us to the policy? What | am seeing here is a broad general statement.
What is it that we are recommending the state do in order to get us to this policy?

David Hurd:

| don't think there is one in this document. This entire subcommittee report is in the nature of
broad policy suggestions without, in most instances, spelling out how to get there. | am not
advocating that we state that we only build power generation in lowa and we try to cut ourselves
off from the other states. It is basically to say, let's favor putting generating plants in lowa,
economic development, property tax money and have it closer to the places it is going to be used.
But, at the same time, let’s work hard to strengthen the regional relationships to get transmission
hook-ups so we can get power in those situations.

George VanDamme:

Most of the excess generation in lowa, both capacity and energy, are being developed by
merchant plants. Merchant plants will sell to the highest bidder. Buying only on the spot market,
assuming we can buy from those merchants plants, under shortage conditions will certainly be at
a high price. With regulated utilities and the fixed cost there will be some predictability at what
the price would be.

Howard Shapiro:

| think what we came up in the base load generation statement in our Opening Statement covers
the philosophy that we ought to have. If we adopt the statement in point one of the Supply
Subcommittee Report, it is contrary to what we stated in the Opening Statement. My
understanding of what we adopted in the Opening Statement is that we need more base load
generation in the state and region based on our belief that we have to have an adequate supply
in lowa. We don'’t prefer one over the other. We are just recognizing that there will be a need for
more base load generation in the state and region. We are also saying that we should create
through legislation and appropriate policies, an environment whereas the commitment of capital
will occur to make that happen. With the bill that was recently passed, we have taken a step to
improve both the economic and political environment for those kinds of business decisions to be
made. Maybe there are other policies that could be recommended for the region. The
companies that operate in lowa are not just lowa companies. The decisions they make are not
just lowa decisions. That is the part that | have trouble with. We are going against the way
business takes place in this regard to be focusing our attention on lowa as the entity. The
environment that we want to create in a business and political climate is that these things will
happen to meet the needs of lowa through the marketplace through the mechanism that we have
for generating capital and for making investment.

David Hurd:



The only environment we could influence is the environment in lowa. We cannot in any direct
way impact the environment in the surrounding states. The only place we could have an impact
through rules or place incentives is in lowa.

George VanDamme:
The rate-regulated utilities in lowa have an obligation to serve. If they are in lowa and operating
under a regulated environment, they have the obligation to serve.

Lee Clancey:
But, they do not have the obligation to generate here in lowa.

George VanDamme:

No, but they have the obligation to get the electrons here or there are large penalties to pay and
probably judgements against them. That has never happened. Commonwealth Edison or Exxon
have no obligation to serve us. There is a difference between the regulated companies that
operate in lowa and their responsibility to serve lowa compared to any other entity operating
outside the unregulated environment of the state. The security of lowa based generation under
regulated entities is better than going to the stock market. Which one is lowest cost? | don't
know. There is a difference in the interim responsibilities of the companies.

Howard Shapiro:

It is just not the spot market. There is also the kind of investment that we already have in
existence where there are plants outside of the state that serve the state. That serves our
interest just as well. It may be more economical. They have the same obligation to provide, yes,
but they may provide it by working with another utilities. The various things we are partners in,
serves us just as well.

George VanDamme:

| think that is what they found out in lllinois. They sold off assets. There is no more obligation to
serve so you are subject to the spot market. Even the unregulated entities in the state are
subject to the spot market. One of the biggest profiteers in the billions of dollars of extra cost was
the Los Angeles Public Power. They reap tremendous benefits.

Lee Clancey:

| don't think just by virtue of the fact that we are getting our electricity from another state, that it
automatically means we are paying spot market prices. You have long-term contracts with other
generators.

George VanDamme:
If there are long-term contracts.

Lee Clancey:
| think we could ask the utilities. | am sure they have long-term contracts with other generating
plants in other...

George VanDamme:

Some do, some don’t. Alliant just dropped off 20% of their contracts. MidAmerican’s contract
with Nebraska Public Power district is going to expire and Nebraska needs the power so
MidAmerican needs them. Long-term contracts work to the extent of the long-term contract.
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Howard Shapiro:

We should keep our eye on what the goal is. The goal is that electricity be available for lowa at a
reasonable cost. That is what our policy is. Even if it is generated in lowa, if it is counter to that
policy, we don’t want you to want that if we can do it more cheaply some other way. That is the
part | am worried about.

John Sellers:

Not necessarily. In the future, we may be able to generate it more efficiently here in lowa. Self-
sufficiency is never bad. | have a much higher comfort level with the generation within the state
of lowa, hopefully with lowa products, where we could control it. We cannot control the
legislature in lllinois or Nebraska. We at least have a voice here in lowa.

David Hurd:

| also have a concern that if we don’t make this state self sufficient, it really doesn’t matter where
the generation is located, that we could drift over time to a frame of mind that says it is perfectly
fine for most of the generation to be located outside of the state. | am concerned that we have
built a higher risk position for ourselves, if that were to occur. That is a speculation if building
were to occur

Roger Amhof:

| think it comes back to the fact that in a regulated environment they have a duty to serve no
matter where they get the power. If the public utilities in this state decide to build all their
generating capacity in Omaha and Rock Island Illinois then import all of it, that really has no affect
on their duty to the citizens of this state. Whether or not they actually own and control the plant or
whether it is power from a merchant plant. It is up to them to find the power to provide to the
citizens of this state.

David Hurd:
| guess we have a difference of opinion.

George VanDamme:

| think Howard Shapiro and | agree that you need to balance the cost and reliability. Which one is
more important? Cost is very important in 7660 hours a year. Under that 100 hours of peak time
reliability is important. If you don’t have it for the 100 hours of peak time, you might be willing to
pay $10/kWh for it. You would be better off having excess capacity sitting in your backyard so
you don’t have to pay that $10/kWh. It needs to be balanced. Obligations to serve can be done
with contracts but contracts are just a piece of paper.

Don Wiley:

Why don’t we put each of the reports into the type of recommendations and backgrounds format
that we discussed? It seems to me as we do that here the background is the place where we
could be putting data and our concerns. We have a good example with the situation that
happened this spring. If that had not happened it would not give us quite the power. If we could
put that concern and what George VanDamme is saying in the background, then when it comes
to our recommendations, that it needs to be a balanced recommendation. Pointing out the fact
that while we recognize there are contracts, there needs to also be an obligation to be assured of
what plans we have in case we have transmission restrictions or bankruptcy etc. It needs to be
monitored and have long-term contracts. We need to make sure that lowa is self-sufficient. We
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can do that if we monitor those plans and we are satisfied everything is still all right. | would think
we can hit it hard in the background, then in our recommendations say that we need to have a
plan to take some effect if lowa is not reliant. If transmission lines go out or other problems
occur, it does not mean power wouldn’t be available.

Howard Shapiro:

| like what you set down there. | am comfortable with what you said. The part that | am having
problems with is the notion of self-sufficiency. Even if we have a power plant in lowa, it does not
mean we are self-sufficient because we cannot burn lowa coal to run that plant. We are relying
on the federal system of railways, contracts with coal producers in Wyoming, etc. We are not an
island. Just because we have the power plant there does not mean we are self-sufficient. The
fact that we have it there may be good and the right choice for us. Whether it is sitting there or
not does not make us self-sufficient. | think we are fooling ourselves if we think that is the key to
being self-sufficient.

Lisa Davis-Cook:

| agree that does not necessarily make us self-sufficient, but | do like the idea of generating in
lowa to provide the jobs and tax base. Many other things go along with having generation in lowa
other than having the generation here.

Don Wiley:

To me it needs to be our state policy that we are always looking at self-sufficiency. It has to be in
the forefront. If we don’t have this in our policy as a major concern, as we get into the
transmission issues and FERC takes over some of those policies, we will see energy policies
changing over the next ten years on a national level. We are not necessarily trying to build power
plants kilowatt per kilowatt, but looking at where are we getting our power, what are the
possibilities of it going out and when it does go out, preventing that outage from happening again.

John Sellers:

We do have wind and biomass in the state unutilized. If that plant in lowa does not receive its
coal or natural gas, what assurances are there that the plants around our borders will get that
coal or natural gas? How is it going to get to the surrounding states when it could not get to
lowa? Take a look at the natural gas situation this last 18 months. It seems to me that we are
putting a lot of reliance on something that could change drastically.

David Hurd:

| think we have had a good discussion on this topic. Is there anyone here that would take on
redrafting these paragraphs so that it becomes background policy and covers the various pros
and cons of both sides of the issue?

George VanDamme:
| would volunteer to do it. Maybe Howard Shapiro and | could bounce things back and forth.

Howard Shapiro:
| would also like Don Wiley to work on this.

Don Wiley:
There is one other point as we go from national to state, then state to local. We see many local
communities building small peaking plants. They do not plan to run those all the time. They plan
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to have that power available to them so locally they are self-sufficient and don’t have to pay the
high rate. We have small types of generation we are going to build for the state too. We could
have some excess that we don’t plan on running all the time that could be used in an emergency.
That does not take care of large areas, but there are enough of them around and if they are
coordinated together it could be useful.

David Hurd:

There was a little information on that issue in a municipal utility publication. They decided to go
forward with a project to build generation in lowa because they were concerned about all the
things going on that they did not have any control over. These circumstances may have an affect
on reliability and price. | think George VanDamme and Howard Shapiro, with some assistance
from Don Wiley, will attempt to target point two of the Supply Subcommittee Recommendations
paragraph into two or three paragraphs and bring it back to the next meeting.



Lee Clancey:

| would also like it in a format where the first one or two paragraphs are in the form of background
and the last one is in the form of a recommendation. That way we can start getting the Supply
Subcommittee Recommendations into the format we are looking for.

David Hurd:

Point numbers three, four and five of the Supply Committee Recommendations are covered in the
Opening State. The second sentence in point five is not but that will be discussed under the
Renewables Subcommittee Recommendations. Point six is not in the Opening Statement. | think
we need some discussion on distributed generation.

Lee Clancey:

The Opening Statement of our report is sort of an executive summary of the high points that we
want to make sure everybody understands. It does not mean that every point in each of the
subcommittee reports has to be in the Opening Statement.

David Hurd:

| am not arguing for it to be, but it is just a point six of the Supply Subcommittee Report we have
not dealt with because it is not in the Opening Statement and we did deal with the Opening
Statement. | guess the question is, does anyone have any problems with this point? If not, we
will put it in the section on supply.

Lisa Davis-Cook:

| believe it is important to put something in about distributed generation because communities
getting peaking plants lowers the transmission needs. | think it is important to address it in some
way and this seems to be the most logical place to do it.

Lee Clancey:
Are there any objections or comments on point six?

Roger Amhof:

| am just curious about the use of shall in that statement. | can see where it may very well be a
meaningful source at some point but are we saying that we are somehow trying to force the issue
or mandate something?

David Hurd:
| think will would be useful.

Lee Clancey:
Meaning in the future?

| think what Roger Amhof is talking about is using shall or will it sounds like a mandate. What we
are saying is that sometime in the future distributed generation may be a meaningful source of
additional capacity. Is that more like what you are trying to say?

David Hurd:
| think the point here is more background than it is a recommendation. Simply pointing out that
this is an aspect of energy picture and that we think it is going to grow.
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